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Abstract 
 
Brand extension have been discussed to a great extent during the past two decades, however, 
most of the work has focused horizontal extensions and little attention has been payed to 
vertical brand extension. To fulfil this imbalance of existing knowledge, in this article, we 
propose a conceptual framework that integrates existing brand extension knowledge with 
insights from the pricing literature. The conceptual framework shows that core-brand 
evaluations are affected by the step size. Moderating factors that influence this relationship 
are also identified, namely fit perception and direction of the extension. The framework is 
subsequently used to develop concrete research propositions to guide further research in the 
area. 
Keywords: vertical line extensions, fit perception, step size, core brand evaluation, price-limit 
theory.  
 
Page 1 of 8 ANZMAC 2009
Vertical Brand Extensibility: A Conceptual Framework 
 
Introduction 
 
It has been suggested that brand extensions spend less in advertising and promotion when 
compared to new brands. Introducing a new brand in the market can be risk due to high 
failure rates and high costs of new products introductions (Aaker, 1991, Pitta and Katsanis, 
1995, Reddy, Holak and Bhat, 1994). Brand managers have frequently used brand extensions 
to target new markets and segments reducing marketing expenditures, while increasing retail 
shelf share (Kadiyali, Vilcassim and Chintagunta, 1998). This practice is so often used that 
most of new product introductions are made through extension of existing brands (Kirmani, 
Sood and Bridges, 1999, Musante, 2007, Pitta and Katsanis, 1995, Reddy, Holak and Bhat, 
1994). 
As Aaker (1991) stated, there are two types of brand extension: line extension and category 
extension. Category extensions stretch the brand to a new category or product class (Reddy, 
Holak and Bhat, 1994). It’s when a new product under the same brand name is introduced into 
a new category, such as Sony DVD players and Sony digital cameras. Line extensions are the 
use of the core-brand name in the new offering in the same product class as the parent brand, 
and they can be classified in either horizontal or vertical.  Horizontal line extension is the 
introduction of a new product in the same category, into the same price/quality point as the 
parent brand but for a different segment, such as Coke and Diet Coke (Pitta and Katsanis, 
1995). This type of extension can be related to flavour, colour or smell variations (Draganska 
and Jain, 2005, Nijssen, 1999). Vertical line extension is the introduction of a new product 
under the same brand name at a different point of price and quality, such as Intel Pentium and 
Intel Celeron or Giorgio Armani and Armani Exchange (Kim and Lavack, 1996).  
Although, in practice, line extensions account for most of new product introductions, most 
research in the brand extension literature is found on category extensions (Aaker, 1991, 
Kirmani, Sood and Bridges, 1999). Only few (Kim and Lavack, 1996, Kim, Lavack and 
Smith, 2001, Kirmani, Sood and Bridges, 1999, Lei, de Ruyter and Wetzels, 2008, Randall, 
Ulrich and Reibstein, 1998) have made the effort to better understand this marketing 
phenomenon. Therefore, this project will focus on vertical line extensions aiming to 
contribute to fulfil this imbalance of existing knowledge. 
The objectives of this research are stated as follows: first, by creating a compiled literature 
review we present the main argument of previous literature regarding brand extension and 
price-limits theory. Secondly, the conceptual framework is presented by highlighting the main 
factors affecting the core-brand evaluations following an extension introduction. Following 
this, a set of research propositions is introduced corresponding to the linkages in the 
conceptual framework. The paper concludes with an agenda for future research. 
 
Background 
 
There are two directions which companies can use vertical line extensions to stretch their 
portfolio: step-up or step-down. “A step-up extension is introduced at a higher quality level 
and price point than the core-brand. A step-down extension is the extension that is introduced 
at a lower price and lower quality level than the core-brand” (Kim and Lavack, 1996, p. 25). 
The main objective of either direction of vertical extensions is to acquire more market share 
and increase revenue (Pitta and Katsanis, 1995). However, vertical extension may lead to 
consumer concerns, questions or dissonance about the quality of the core-brand mainly 
because there is a perceived difference between the quality level of the core-brand and the 
extension, which can result in lower value of the core-brand and, therefore, lower profits.  The 
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perceived difference is reinforced by price differences between the two (Kuang-Jung and 
Chu-Mei, 2004). Hence, consumer’s perception of the brand, in this case, is dependable of 
perceived price and perceived quality.  
Some research on vertical extensions has suggested that no matter to what direction the 
extension is made it will dilute or harm the equity of the core-brand (Dacin and Smith, 1994, 
Kim and Lavack, 1996). Dacin and Smith (1994) based on categorization theory suggests that 
the quality variance across products affiliated with a brand have a direct effect on brand 
strength. This theory states that once a new product is introduced in the line or enters a new 
category, new information is added, and therefore, consumers will need to reprocess and 
evaluate again the core-brand. At this rate, associations become more abstract and brand 
strength is weakened by reduced ability of consumers to judge subsequent brand extensions 
(Chu-Mei, 2002, Dacin and Smith, 1994, Kim and Lavack, 1996).  
However, the social categorization theory also states that consumers evaluate stimuli based on 
a pre-existing internal judgment scale, which is comprised of three latitudes: acceptance, 
rejection, and non-commitment (Sherif, 1963). Latitude of acceptance is the most acceptable 
plus other acceptable statements. Latitude of rejection is the most objectionable and other 
objectionable statements and non-commitment means that statements are neither acceptable 
nor unacceptable (Granberg and Steele, 1974, Kosenko and Krishnan, 1990, Sherif, 1963). 
Monroe (1971a) argues that consumers have only acceptable or objectionable responses when 
price is the stimuli. In this case there is no latitude of non-commitment. The upper and lower 
price limit that consumers have in mind act as supreme indicators of quality in such way that 
prices above the upper limit will be too expensive for a given quality and prices below the 
lower limit represent such low level of quality that may be doubtful to the consumer (Gabor 
and Granger, 1966). 
Corroborating with the price-limit theory is the zone of tolerance concept, proposed by Berry 
and Parasuraman (1991), that argues that consumers don’t have expectations of a service at 
one given level. Rather, they tolerate, and therefore accept, some variance of performance by 
the company or the brand (Grönroos, 2007). As consumers’ evaluation of objects is subjective 
and variable, it’s believed that consumers have latitudes of acceptance and latitudes of 
rejection also for brands. Therefore, brand extensions may dilute or not the core-brand image 
depending where they are placed, within or without this acceptable brand range.  
Previous literature argues that step-up and step-down are the two types of vertical line 
extension, however, it does not say how far ‘up’ or ‘down’ should the new product be placed 
to be considered a ‘step’. Is a step-up an increase of price and quality by how much? Is it a 
change of price segments? Could it be possible to have a step-up/down within the same price 
segment as the core-brand? Do all steps sizes have the same effect on consumer evaluation of 
the core-brand? If not, how do contrast-effects behave in the different step sizes? Attempting 
to answer these questions, grounded on the pricing and brand extension literature we propose 
a conceptual framework for evaluation of the core-brand after brand extension introduction. 
 
Conceptual framework 
 
Consumers do not evaluate extensions in a general undifferentiated way (Aaker and Keller, 
1990, Dacin and Smith, 1994, Keller and Aaker, 1992). Indeed, previous research has 
identified a number of factors that may affect consumer evaluations of the core-brand 
following an extension introduction. 
The proposed framework is largely based on insights from the literature previously 
summarised in section two of this paper. Additionally, a number of factors affect the 
relationship between the step type of the extension and the core-brand evaluation, namely, 
direction of the extension, size of the step and perception of fit (Grime, Diamantopoulos and 
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Smith, 2002, Kim and Lavack, 1996, Lei, de Ruyter and Wetzels, 2008, Monroe, 1971b, 
Randall, Ulrich and Reibstein, 1998). Finally, Figure 1 highlights the main effects types of 
step-up/down extensions have on core-brand evaluations. The following section defines the 
key constructs in this framework, further delineates its boundaries, and generates specific 
propositions based upon the existing literature.  
 
Figure 1 – Conceptual Framework 
 
Size of the Step
(small, medium, high)
Core Brand 
Evaluation
(enhancement/dilution)
•Direction of the Extension
(up/down)
•Perceptions of Fit
 
 
Step up/down definitions, boundaries and its effects on the core-brand evaluation 
 
The introduction of an extension should not negatively affect core brand value otherwise the 
purpose of the strategy would not be achieved. So far, previous literature has presented 
inconsistent results about the effects of an extension on the core brand. Kim, Lavack and 
Smith (2001)  suggest that the introduction of a vertical extension has a negative impact on 
the core brand regardless of its direction and regardless of its brand concept. However, a 
recent study by Lei, de Ruyter and Wetzels (2008) argues that inconsistent information may 
not always have a negative impact on the core brand. Results indicate that step-up line 
extensions, although inconsistent with the core brand, may be perceived as positive 
information that enhance the core brand beliefs. Adding to the discussion we argue that the 
effect of a vertical extension introduction on the core brand depends on how far or close is the 
price point of the extension compared to the core brand, and especially on how big a step the 
company takes when introducing a new product in the line. Musante (2007) presents  some 
empirical evidence that consumers’ acceptance of up-market extensions is somehow related to 
the price point distance between the extension and the core brand.  
The assumption that all vertical extensions can be simply classified as upward or downward 
extension is a simplistic one. In fact, companies can extend their product lines to different 
price points upward or downward.  Market evidence can be found in many product categories 
that brands extend their product lines within the same price segment (e.g. Havaianas Fit and 
Havaianas Slim, in the sandals main stream market or Brahma Chopp and Brahma Fresh in 
the Brazilian main stream beer market) or outside their original price segment (e.g. Giorgio 
Armani and Armani Exchange or Intel Pentium and Intel Celeron). 
Drawing on the price-limit theory and on the zone of tolerance concept we suggest that there 
are three step sizes that brands can use as reference price points when extending their product 
line: (1) small step, (2) medium step, and (3) large step. The first is when a company decides 
to extend their product line up or down within the original price segment but not necessarily 
to the same consumer segment (e.g. Volkswagen Gol and Volkswagen Fox in the Brazilian 
small car automobile market). Medium step represents the change of price segments however; 
in this case, firms position their products at a price point that is within the lower part of the 
segment. For example, suppose that the bottled (2lts) fruit-juice market is divided as follows 
(prices per unit): (a) low price: from $1.00 to $2.00; (b) main stream: from $2.01 to $4.00; 
and, (c) premium: from $4.01 to $8.00. One could further subdivide each price category in 
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upper and lower segment.  In that sense, a medium step for a low price brand would be 
introducing a new product at the main stream market at a price no higher than $3.00. In the 
case of large step, the introduction of a brand has to be at a price point at an upper part of the 
next segment or even two or more (if possible) price segments above. One example would be 
a low price brand introducing a premium product at a price point no lower than $4.01.  
Placing an extension far or close to the core brand has different effects which are 
enhanced by the size of step the firm decides to take. The closer the price point of the 
extension compared to the parent brand, the easier is consumer acceptance of the new 
product. Brands, like prices, have acceptable ranges which consumers tolerate. We will 
investigate whether stepping upward from low price but remaining in a low price market 
(small step) has similar  effects on the core brand from stepping upward to lower main stream 
price markets (medium step), but different effects than stepping upward from low price to 
premium price markets (large step). We also expect similar effects for step-down extensions 
of different magnitudes. 
We argue that there is not enough noticeable difference (Monroe, 1973) in small and medium 
steps, therefore, core brand evaluation tend to be positive since it aggregates market share, 
introduces a premium over competitors (for step-up) or a lower perceived sacrifice to acquire 
the brand (for step-down), and enhances brand awareness. Therefore we formulate our first 
proposition: 
P1: The evaluation of the core brand after the introduction of a step-up or step-down 
extension is enhanced when the step-size is small or medium.  
Price-limit theory argues that any price within the acceptable price range will be 
considered by consumers while prices outside the range are objectionable mainly because: (1) 
if prices are below the range, consumers may think that the price represents a quality that is 
lower than they expect and accept, and (2) if prices are above the acceptable range, prices are 
too high for the quality offered or accepted. For both, consumers have a negative response. 
We propose that brands have acceptable ranges as well and when the step is large, consumers 
will object and make a negative evaluation of the core brand. Therefore we propose the 
following:  
P2: The evaluation of the core brand after the introduction of a step-up or step-down 
extension is diluted when the step-size is large.  
 
Perception of fit 
 
In line extensions, the higher the fit between the parent brand and its’ extension the more 
probable that cannibalization of company sales will occur (Nijssen, 1999). However, 
cannibalization effect was considered beneficial as incremental sales generated by line 
extensions more than compensate for the loss due to cannibalization (Reddy, Holak and Bhat, 
1994). Beneficial effects can also happen when it prevents customers to switch to a rival 
company (Kadiyali, Vilcassim and Chintagunta, 1998, Mishra, Umesh and Stem, 1993) or 
when it arouses consumers to buy a higher price product, which theoretically have higher 
margins. 
According to previous literature the fit between the core-brand and the extension is the main 
aspect of consumers’ evaluation of the core-brand (Aaker and Keller, 1990). Grime, 
Diamantopoulos and Smith (2002) proposed that the better the fit the greater is the 
enhancement of the core-brand. However, Lei, de Ruyter and Wetzels (2008) found that for 
step-up line extension, inconsistency may be perceived as positive and may enhance parent 
brand beliefs. On the other hand, according to Kim and Lavack (1996) step-down situations, 
the core brand will receive more negative evaluations of the extension since it will be also 
associated with a lower level of quality than its original position. Hence, the effect of fit 
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perception on core brand evaluations in vertical line extensions plays a different role than in 
category extensions. Thus, we propose the following: 
P3a: For large-step upward extensions, the lower the fit between the core-brand and 
the extension the lower will be the negative effect on the core-brand evaluation. 
P3b: For large-step downward extensions, the lower the fit between the core-brand 
and its extension the lower will be the negative effect on the core-brand evaluation. 
We expect that low fit perception may overcome the price/quality relation between 
core brand and its extension. Therefore, perceived price may be used differently to infer 
extension’s perceived quality which will in turn affect core brand’s evaluation. Therefore, for 
medium step cases we propose the following:  
P4a: For medium-step upward extensions, the higher the fit between the core-brand 
and the extension the better will be the core-brand evaluation. 
P4b: For medium-step downward extensions, the higher the fit between the core-brand 
and its extension the lower will be the positive effect on the core-brand evaluation. 
P5: For small-step extensions, no matter to what direction the extension is made the 
higher the fit, the better will be the core-brand evaluation. 
 
Summary and directions for future research 
 
This paper has provided a short review of brand extension and pricing literature and offered a 
conceptual framework that can be used to understand consumer evaluations of the core-brand 
after an extension introduction. It has also identified gaps of existing vertical extension 
literature and generated specific propositions providing concrete directions for future study. 
We provide a conceptual explanation for the following statement: “inappropriate vertical 
brand extensions could cause dilution of the core-brand image, and/or result in unsuccessful 
brand extension. However, appropriate vertical extension have the ability to successfully 
stand on their own, while causing minimal dilution of the core-brand” (Kim, Lavack and 
Smith, 2001, p. 222). One important concept is introduced to clarify the understanding of 
vertical brand extension: size of step. Also, pricing literature is used as an alternative to fulfil 
vertical brand extension research gaps.  
Regarding future research, firstly there is a need to measure and test properly these 
propositions. Further, clarification about segmentation process should be discussed to better 
understand the price/quality segmentation across industries and propose a general taxonomy 
of price/quality segments. Although this paper focuses on consumers’ evaluations of the core 
brand, evaluations of brand extension should also be addressed in the future. Hence, secondly, 
following the paper by Sung Youl, MacInnis and Park (2005) one could examine perceived 
price of the core brand and how the expected price affects the extension’s evaluations as well 
as the reciprocal effects on the core brand. Also, there is need to examine if there is any 
difference among the core brand starting price points. Does a low price core brand behave the 
same way as a luxury or premium brand? And, do those two behave in similar or different 
ways compared to core brands price in the main stream price segment?  
Finally, only two moderating variables were included in the proposed conceptual framework, 
however, as suggested by Grime, Diamantopoulos and Smith (2002), other moderating 
variables such as: consumer knowledge, brand concept, brand strategy, portfolio 
characteristics could be considered. The authors will address all these issues in their future 
research.  
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